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CONFIDENTIAL JAKARTA 6089 

E.O. 11652: GDS 
TAGS: EMIN EFIN ID 

SUBJECT: REPATRIATION OF EXPORT EARNINGS AS KEY 
ISSUE IN SHELL-BATUBARA PRODUCTION-SHARING 
NEGOTIATIONS FOR MAJOR COAL MINE 

REF: JAKARTA A-48 (NOTAL) 

1. SUMMARY. RELIABLE REPORTS INDICATE GOI 
INSISTENCE ON FULL REPATRIATION OF EXPORT EARNINGS 
FROM COAL MINING PROJECT THREATENS PRODUCTION- 
SHARING CONTRACT NEGOTIATIONS BETWEEN SHELL MIJNBOUW 
AND STATE COAL-MINING ENTERPRISE P. N. BATUBARA. THIS 
SAME ISSUE PRINCIPALLY RESPONSIBLE FOR FAILURE TO 
OBTAIN ANY NEW MAJOR MINING VENTURES IN INDONESIA 
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UNDER CONTRACTS OF WORK SINCE JUNE 1972 SOME CABINET 
FIGURES ALSO ALLEGEDLY URGING THAT "FULL REPATRIATION" 


Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 05 JUL 2006 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 05 JUL 2006 


PROVISIONS BE INSERTED IN EXISTING MINING CONTRACTS 
OF WORK. END SUMMARY. 

2. MINING COMMUNITY ATTENTIVELY WATCHING PRODUCTION- 
SHARING NEGOTIATIONS BETWEEN SHELL MIJNBOUW N. V. AND 
INDONESIAN STATE COAL ENTERPRISE P.N. BATURARA COVERING 
DEVELOPMENT OF MAJOR COAL MINE IN SUMATRA. IT WAS HOPED 
PRODUCTION-SHARING APPROACH MIGHT CIRCUMVENT POLICY 
IMPASSE THAT HAS ARRESTED FLOW OF NEW MAJOR MINING CON- 
TRACTS SINCE JUNE 1972. NOW APPEARS HOWEVER THAT ONE 

OF PRINCIPAL ISSUES IN "THIRD-GENERATION" CONTRACT OF 
WORK CONTROVERSY MAY ALSO STYMIE NEW MINING DEVELOPMENT 
UNDER THE PRODUCTION-SHARING FORUMULA. 

3. IT IS RELIABLY REPORTED THAT PRESIDENT SUHARTO HAS 
COME DOWN ON SIDE OF THOSE WHO INSIST THAT PRODUCTION 
SHARING, LIKE "THIRD GENERATION" CONTRACTS OF WORK. 

REQUIRE FULL SURRENDER OF EXPORT SALES PROCEEDS TO 
INDONESIAN BANKING SYSTEM. THIS IS SO EVEN THOUGH 
PRODUCTION-SHARING CONTRACTS FOR PETROLEUM EXPLORATION 
AND PRODUCTION DO NOT INCLUDE THIS REQUIREMENT. LOCAL 
MINING INDUSTRY OBSERVERS DOUBT THAT FOREIGN PRIVATE MINING 
INTERESTS CAN BE INDUCED TO MAKE MAJOR NEW INVESTMENTS 

IN INDONESIA SO LONG AS GOI CLINGS TO THIS PRINCIPLE. 

GOI ALLEGEDLY ATTACHES SUCH IMPORTANCE TO "FULL-SURRENDER" 
PRINCIPLE THATITS PROPONENTS IN GOI HAVE SUGGESTED 
IMPOSITION ON HOLDERS OF EXISTING MINING CONTRACTS 
OF WORK. 

4. EMBASSY POUCHING AIRGRAM WHICH SUMMARIZES SHEET .- 
BATUBARA AGREEMENT AND REMAINING DIFFERENCES. 
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